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THE    A  B  C    OF    THE    FOREIGN   AND    COLONIAL  EXCHANGES 
OF    GOLD,    SILVER    AND    INCONVERTIBLE     PAPER,  UPON 
NORMAN'S   UNIT  OF  WEIGHT  SYSTEM. 


By  JOHN  HENRY  NORMAN. 
  Ml 

;  i^^-g^JHE  writer  is  convinced  that  the  first  step  towards  the 
jco  [tMs  GrHl  formulation  of  the  science  of  true  money  will  be  to 
=°  uSjI  SKcw  arriye  at  signs  through  the  things  signified.  The 
^     jftf^i  British  pound  is  a  sign  for  113*0016  grains  of  fine  gold 

i?o  m  the  British  Isles.    Every  gold  standard  country  in 

lg>  tne  world  has  a  sign  for  the  same  weight,  e.g.,f.  25*22  c.  in  France, 
jo  The  pound  in  the  British  Isles  and  /.  25*22  c.  in  France  are  fixed  signs 
jjj  for  113*0016  grains  troy  of  fine  gold  at  the  Mint  issue  weight  of  the 
|h»  chief  moneys  of  account  of  the  two  countries.  The  Indian  rupee  is 
a  sign  for  165  troy  grains  of  fine  silver  in  India  and  some  other 
countries.  Every  silver  standard  country  in  the  world  has  a  sign  for 
the  same  weight,  e.g.,  43*78  cents,  in  Mexico,  321*6  cash  in  Shanghae. 
Another  important  step  is  to  understand  that  any  alteration  in  the 
proportion  between  gold  and  silver  evidenced  in  a  change  in  the  gold 
price  of  silver  and  the  silver  price  of  gold,  has  immediate  effect  upon 
international  prices  of  commodities  produced  in  a  silver  standard 
country  and  consumed  in  a  gold  standard  country,  and  vice  versa. 
A  third,  and  perhaps  the  most  important  step,  is  to  thoroughly 
understand  the  mechanism  of  the  foreign  and  colonial  exchanges  of 
gold  for  gold,  or  for  silver,  or  for  inconvertible  paper ;  silver  for 
silver,  or  for  gold,  or  for  inconvertible  paper ;  inconvertible  paper  for 
inconvertible  paper,  or  for  gold,  or  for  silver.  It  is  also  most 
important  to  remember  that  there  are  two  metal  measures  of  value  in 
the  world.  Gold,  which  is  used  by  the  more  highly  civilised  countries 
in  the  Western  world,  and  silver,  which  is  used  by  700,000,000  people 
of  the  East  and  in  Mexico ;  while  at  present  200,000,000  peoples  of 
the  world  effect  their  internal  and  international  interchanges  by 
means  of  inconvertible  paper.  It  is  not  an  uncommon  thing  to  hear 
it  said  that  the  world  has  only  one  measure  of  value,  and  that  is 
gold  at  present.  Should  the  comparative  cost  of  the  production  of 
the  two  metals  become  in  the  proportion  of  ten  parts  of  silver  to  one 
part  of  gold,  and  no  laws  interfered  with  the  interchange  of  the  two 
metals,  silver  would  become  the  accredited  metal  and  gold  would 
become  the  discredited  metal.  The  present  generation  of  peoples  has 
seen  this  when  France  changed  her  silver  currency  for  gold  in 
obedience  to  the  Gresham  law — that  the  cheaper  metal  will  drive 
the  dearer  metal  out  of  any  country  attempting  to  keep  the  two  in 
circulation,  under  the  impression  that  two  metals  can  be  made  to  act 
as  one  true  standard  and  measure  of  value. 

THE  MECHANISM  OF  THE  FOREIGN  AND  COLONIAL  EXCHANGES. 

A.  in  the  British  Isles  has  to  pay  B.  in  France  11,300*16  grains 
troy  of  fine  gold,  or  f.  2,522,  whjich  at  par  is  ,£100.  The  expressions 
J.  2,522  and  £100  are  signs  in  the  respective  countries  for  1 1,300*16 
grains  of  fine  gold.    C.  in  France  has  to  pay  D.  in  the  British  Isles 


Instead  of  A.  shipping  gold  to  B.,  and  C.  shipping  gold  to  D., 
A.  pays  the  weight  of  gold  to  D.,  and  C.  pays  the  weight  of  gold 
to  B.  through  the  instrumentality  of  a  bill  of  exchange.  By  these 
means  two  debts  are  extinguished  and  four  parties  are  satisfied.  If 
the  gold  currency  of  the  British  Isles  is  so  debased  that  the  weight 
of  fine  gold  in  100  sovereigns  is  only  10,170*15  troy  grains,  or  10 
per  cent,  less  than  the  Mint  issue  weight  of  them,  and  the  French 
gold  currency  is  at  Mint  issue  weight,  then  £110  would  have  to  be 
paid  for  the  11,300*16  grains  of  fine  gold.  But  under  the  present 
law  the  Bank  of  England  is  compelled  to  exchange  its  notes  by 
payment  of  sovereigns  of  not  less  than  the  weight  of  122-5  grains,  or 
112*29  grains  of  fine  gold  each.  At  the  present  time  the  arrange- 
ments in  France  are  such  that  the  par  of  exchange  between  that 
country  and  the  British  Isles  is /.  25*22  c.  for  one  British  pound. 

A  bill  of  exchange  is  an  order  addressed  by  one  party  to  another 
to  pay  a  certain  sum,  for  value  received,  at  sight  of  the  order,  or  a 
period  after  sight,  to  some  third  party  or  order. 

The  mechanism  of  the  transaction  is  as  follows : — D.  draws  a  bill 
upon  C.  for  11,302*16  grains  of  fine  gold,  or  ;£ioo.  A.  buys  the  bill, 
paying  more  or  less  than  11,300*16  grains  of  gold,  dependent  upon 
whether  the  British  Isles  are  paying  gold  to  or  receiving  gold  from 
France.  A.  sends  the  bill  to  B.,  C.  pays  B.  the  11,300*16  grains  of 
gold.  If  France  is  sending  gold  to  the  British  Isles,  the  charges 
connected  with  the  transmission  of  it,  both  in  France  and  the  British 
Isles,  have  to  be  added  to  the  weight  of  gold  to  be  paid  for  the  bill 
of  exchange  in  France.  If  France  is  receiving  gold  from  the  British 
Isles,  the  weight  of  gold  to  be  paid  for  the  bill  in  France  would  be 
less  than  the  weight  of  gold  to  be  received  in  the  British  Isles, .on  the 
payment  of  the  bill.  This  illustration  applies  only  to  an  exchange 
transaction  between  two  countries,  both  of  which  possess  effective 
gold  standard  monetary  systems. 

This  illustration  of  the  exchange  between  two  gold  standard 
countries  is  in  everything,  excepting  the  substance,  applicable  to  the 
exchange  between  two  silver  standard  countries  which  possess  effective 
monetary  systems.  The  rupee  in  India,  43*78  cents,  in  Mexico,  and 
321*6  cash  in  Shanghae,  are  fixed  signs  for  165  grains  of  fine  silver 
at  Mint  issue  weight  of  the  chief  moneys  of  account  of  India  and 
Mexico. 

There  are  exchanges  between  two  countries,  one  of  which  has  an 
effective  gold  monetary  system,  and  the  other  an  effective  silver 
monetary  system.  Assume  that  A.  in  the  British  Isles  owes  B.  in 
India  Rs.  10,000.  Take  the  gold  price  of  silver  in  the  British  Isles  at 
46  pence  per  standard  ounce,  or  444  grains  of  fine  silver.  This  is 
actually  8  grains  of  fine  gold  for  165  grains  of  fine  silver.  The  price 
of  the  Rs.  10,000,  or  1,650,000  troy  grains  of  silver  in  the  British 
Isles  would  be  £707.  igs.  or  80,000  grains  of  fine  gold.  C.  in 
India  owes  D.  in  the  British  Isles  £707.  igs.  D.  draws  a  bill  on 
C.  for  Rs.  10,000.  On  payment  of  the  bill  all  parties  are  satisfied. 
A.  would  have  to  pay  more  or  less  than  £707.  igs.  for  the  bill  of 
Rs.  10,000,  dependent  upon  whether  the  British  Isles  at  the  time  of 
the  purchase  are  sending  silver  to  India  or  receiving  silver  from  India. 
If  silver  is  being  sent  to  India,  which,  as  a  rule,  is  the  case,  A.  would 
have  to  pay  something  like  3}^  per  cent,  more  for  the  bill,  because 
of  transmission  to,  and  coinage  charges,  etc.,  in,  India.    If  silver  is 


being  received  from  India,  A.  would  have  to  pay  less  than  £707.  19^., 
or  80,000  grains  of  gold  by  the  transmission,  etc.,  charges  on  sending 
the  silver  from  India,  say  ^  of  1  per  cent. 

As  between  gold  standard  countries  there  are  fixed  pars  of 
exchange,  so  it  is  seen  that  there  are  fixed  pars  of  exchange  between 
silver  standard  countries.  According  to  the  American  Mint  returns, 
and  the  writer's  gold  and  silver  tables,  there  are,  or  should  be,  256 
fixed  gold  pars  of  exchange,  and  225  fixed  silver  pars  of  exchange  in 
the  world,  all  these  pars  being  fixed  signs  for  equivalent  weights 
of  either  gold  or  of  silver. 

There  are  exchanges  between  countries  whose  currencies  consist 
of  inconvertible  paper.  Take  the  Argentine  Republic  and  Chili. 
Their  bits  of  paper  are  called  dollars.  These  dollars  which  the  paper 
professedly  represents  may  consist  of  gold  or  silver.  But  the  paper 
not  being  worth  the  dollar,  and  being  of  exchange  value  only  in  the 
country  in  which  it  is  produced,  it  is  of  no  value  as  a  medium  of 
exchange.  Between  gold  and  silver  standard  countries,  and  countries 
possessing  inconvertible  paper,  the  exchange  would  be  either  gold  or 
silver  for  inconvertible  paper,  or  inconvertible  paper  for  either  gold  or 
silver,  as  each  country's  measure  of  value  is  one  or  the  other  of  these 
metals.  Between  countries  with  an  effective  measure  of  value  and 
countries  with  inconvertible  paper,  there  can  be  no  such  safeguards  as 
fixed  pars  of  exchange  afford  to  international  interchanges  of  com- 
modities, etc.  The  country  with  the  inconvertible  paper  has  but  a 
currency  system,  whereas  the  country  which  has  either  an  efficient 
gold  or  silver  standard  or  measure  of  value  has  a  scientific  and 
effective  monetary  system. 

There  is  a  prodigious  amount  of  bills  of  exchange  current  in  the 
world,  the  basis  of  which  rests  upon  the  world's  interchanges  of 
produce  and  manufactures.  The  letter  of  credit  from  a  bank,  or 
financial  or  mercantile  house  whose  acceptances  are  considered  as 
good  as  the  metal  mentioned  in  the  credit,  gives  birth  to  a  vast 
amount  of  these  bills  of  exchange.  A  letter  of  credit  is  permission 
in  writing,  granted  by  one  of  the  parties  mentioned  to  another  party, 
to  draw  bills  of  exchange  upon  the  issuer  of  the  credit  for  the  sum 
mentioned  therein,  and  the  promise  to  pay  the  bills  at  maturity. 
In  many  countries  these  bills  act  as  currency.  As  each  person 
receives  a  bill  of  exchange  he  generally  obtains  the  signature  of  the 
firm  or  individual  from  whom  he  receives  it  upon  the  back  of  the 
bill,  and  this  makes  the  party  signing  responsible  to  the  person  who 
takes  the  bill  for  the  payment  of  it  at  the  date  upon  which  it  should 
be  paid. 

This  may  prove  sufficient  for  a  brief  popular  definition  of  a  bill 
of  exchange. 

NORMAN'S  UNIT  OF  WEIGHT  SYSTEM. 
To  such  among  your  readers  who  understand  and  make  use  of 
Norman's  unit  of  weight  system,  the  following  will  prove  a  multum 
in  ftarvo,  and  the  most  complete  and  simple  guide  to  working  the 
exchanges  between  all  countries  possessing  effective  monetary 
systems,  which  has  ever  been  presented  to  the  world.  For  the 
measures  of  value  used,  or  which  should  be  used,  in  Newfoundland, 
Chili,  Venezuela,  Cuba,  Tripoli  and  Hayti,  the  writer  is  indebted  to 
the  last  return  of  the  Director  of  the  Mints  of  the  United  States  : — 
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ITthe  gold  price  of  silver  and  the  silver  price  of  gold. 

_  The  gold  price  of  silver  in  gold  standard  countries  and  the  silver 
price  of  gold  in  silver  standard  countries  are  given  day  by  day  in 
the  world's  market  reports.  It  is  easy  to  determine  by  these  the 
relation  established  between  gold  and  silver.  The  signs  or  market 
quotations  must  be  resolved  into  the  weights  of  fine  gold  and  fine 
silver  as  may  be  indicated  by  the  quotation,  and  thus  the  propor- 
tionate weight  of  one  metal  to  the  other  will  be  found.  Having  this 
proportion,  be  it  twenty,  forty  or  eighty  parts  of  silver  to  one  part  of 
gold,  the  sign  which  denotes  an  unit  of  weight  of  gold  must  be 
divided  by  the  proportion  of  silver  to  gold,  and  the  result  will  be  the 
gold  price  of  that  weight  of  silver.  The  sign  which  denotes  an  unit 
of  weight  of  silver  must  be  multiplied  by  the  proportion  which  silver 
bears  to  gold,  and  the  result  will  be  the  silver  price  of  that  unit  of 
weight  of  gold. 

EXAMPLES. 

The  proportion  of  silver  to  gold  is  found  to  be  twenty  parts  of 
silver  to  one  of  gold  by  the  price  of  silver  in  London  and  of  gold  in 
Calcutta.  The  sign  for  an  ounce  troy  of  fine  gold  in  London  is 
£4.  4s.  i\y2d.;  one-twentieth  part  of  this  makes  the  price  for  an 
ounce  troy  of  fine  silver  50-975  pence.  The  sign  for  an  ounce  troy  of 
fine  silver  in  Calcutta  is  Rs.  2-14-54  annas  ;  twenty  times  this  makes 
he  price  for  one  ounce  troy  of  fine  gold  Rs.  58-2-8  annas. 
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